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EDITORIAL
Sufficient attention has not been given
to a decision of the federal trade com
mission rendered by the commission
after consideration of a registration statement filed September 1,
1933, in the case of the Unity Gold corporation. The decision
was of importance for several reasons, and we believe that ac
countants generally would be interested in reading the finding of
the commission. In brief it is stated that the “registration state
ment includes untrue statements of material facts and omits to
state material facts required to be stated therein and necessary to
make the statements therein not misleading . . . This contention
extends also to the prospectus, in so far as it contains information
relating to the subject matter of these items.” The items men
tioned consist of three. The commission did not find any cause
for exception to other points which had been raised. It appears
that on July 15, 1931, a group of mining claims was acquired by
one, King, under a royalty lease for three years. King also ac
quired an option to purchase the property before the expiration of
the lease for $15,000, royalties to apply on the purchase price.
The stated consideration for this option was $1.00 and the ac
ceptance and performance of the lease. He thus acquired the use
and control of the claims at no expense other than the usual ob
ligations to operate the property and to pay royalties on the pro
ceeds. Thereafter, King organized the Industrial Gold Mining
company and assigned to it the lease and option in consideration
of the issuance to him of 2,000 shares of stock having a par value
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of $1.00 a share. The Industrial company expended about
$5,560 in developing the property but produced no gold and hence
paid no royalties. “Desiring further capital, King published an
advertisement . . . which was answered by R. L. Maxwell.
Negotiations ensued, culminating in the assignment of the lease
and option to the Unity Gold corporation. . . . The alleged de
ficiencies in the registration statement arise from the description
of this transaction and the significance to be attached to it as de
termining the cost of the property.” In subsequent transactions
it appears that the original cost was described as cash $5,000 and
599,995 shares of capital stock, a total of $604,995. Abstract fees
were added, which produced a ledger value at the end of 1932 and
at the end of September, 1933, $605,047. It was contended by
the government that these figures were untrue in three respects.
First, they included shares paid to promoters by the registrant for
services rendered to it. Second, it included 475,000 shares which
were “donated back” to the registrant in the same transaction.
Third, the shares included in the purchase price were taken at the
par value of $1.00 a share whereas their fair value as shown by
sales was said to be much less.
The commission’s finding asserts that
accounting theory and practice reveal
some disagreement as to whether pro
motion expenses are properly to be regarded as representing capi
tal assets or should be treated as a deferred or prepaid expense, but
there is no disagreement that expense in the nature of promoters’
fees should be listed separately from expenditures representing the
amount paid for physical property. Dealing with the question of
475,000 “donated” shares, the commission says: “That these
475,000 shares could not be regarded as being part of the cost of
the lease and option on the ground that the registrant parted with
these shares in order to obtain the property seems hardly open to
question. The donation back to the registrant of these shares
was concurrent with the purchase of the property itself. The
Industrial company by the terms of the purchase contract had no
jus disponendi at any time over these shares. No evidence was
adduced to show that even the form of transfer and retransfer
was followed. That it was merely a bookkeeping transaction is
evidenced by the records of the Industrial company itself, for one
need only turn to the minutes of this company to find the presi
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dent reporting that ‘the deal as closed consummated the sale of all
the assets of the Industrial Gold Mining Company to the Unity
Gold Company (sic) for the sum of $5,000 in cash and 15,560 shares
of capital stock of the Unity Gold Company, par value $1.00 per
share.’ The purpose of a transaction of this type—pretending to
a transfer and retransfer of capital stock as between purchaser
and vendor—is primarily to attempt to make the stock fully
paid and non-assessable so that thereafter it can be sold as such
at any price without making purchasers of the stock liable to the
corporation’s ‘creditors.’” We understand that the opinion in this
case was written by James M. Landis, who was then chairman of
the federal trade commission and is now one of the securities
exchange commissioners. We feel that Commissioner Landis
deserves high commendation for the soundness of the decision
and for his ability to sweep aside any dependence upon prece
dent and to go to the very heart of the matter. There have
been many cases brought to the attention of accountants, in
addition to those which have found their way into court, wherein
the same principle of excessive valuation of property has been
defended on the ground that it was a custom of the mining in
dustry. We are not at all sure that these allegations are true.
There may have been many cases in which such a practice
was adopted, but to say that it was an invariable custom of the
industry is going rather too far. At any rate, there seems to be no
justification whatever for an attempt to report the value of a
company’s stock at a figure far above any market price, simply
because of bookkeeping entries which should have offset each
other in the calculation of value. It is the accountant’s duty to
state the facts, and if the figures presented for his investigation
and approval do not fairly represent the facts we can not believe
that there is any excuse for accepting a method of computation of
which he disapproves. As an eminent member of the Institute
said with reference to this case at a recent meeting of the council:
“Because a thing has been sanctioned in the past is no justifica
tion for continuing an evil practice.”
There will probably be wide differences
Custom Not Sufficient
of
opinion as to the extent to which it is
Justification
the accountant’s right to challenge the
action of directors in assigning a value to property. The ac
countant is not charged with the duty of placing a value upon
243
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assets unless he finds that there is obvious misrepresentation. In
other cases less clear than the present one, the accountant is con
fronted by a rather serious problem as to his rights and duties.
As an illustration of the difficulty of determining value, a cor
respondent writing upon the Unity Gold decision says, “In the
case of a patented process which is acquired by a corporation in
exchange for a block of its capital stock which has no market
value, the directors may honestly place thereon a valuation of
substantial amount based upon the knowledge of the directors of
the industry to which it applies and its potential earning power.
It is difficult to conceive that in any such situation the accountant
could form an opinion contrary to that of the directors. Never
theless, within a short period thereafter some new process might
be developed which would render valueless the one which the cor
poration had acquired. Thereupon the stock might be sold at a
very much smaller figure than the value which the directors at
tributed to it in the first instance.” The same correspondent
says again, “After all, as far as the accountant is concerned, is it not
a question of full disclosure of all the facts? Certainly his state
ments will not be misleading if he discloses clearly in a case like
this that a certain value was put on the property by the directors
and that this value represented the par value of the stock issued
for the property, that a certain number of shares of such stock
was subsequently donated to the company and that a certain
amount was realized from the sale of those shares. The ac
countant in such a case is not a valuer but is only a reporter.”
We have great respect for the correspondent whose expressions we
have just quoted, but we can not agree that in a case like that
which was properly decided by the federal trade commission, the
accountant would be justified in accepting a valuation more or
less arbitrarily selected by the directors. The accountant is more
than a reporter. If he were merely that there would be little dif
ference between bookkeeping and accounting. The accountant
is charged with the duty of determining whether the report which
he renders is or is not based upon what he believes to be a true
presentation of fact. In other words, he is an analyst. The
federal trade commission went to the root of the matter, and we
believe that most accountants who have had experience in the
problems of mine accounting will regard the decision with hearty
approval.
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The Chicago and Indiana Railroad
Independent Audits of
Company recently made application to
Railway Accounts
the committee on stock list of the New
York stock exchange for the listing of 8,722,000 first and refund
ing mortgage, 5½ per cent, bonds, due September 1, 1962. The
listing application in general followed the usual form and was ap
proved by the committee on stock list. One noteworthy innova
tion, however, calls for comment. In the agreement the railroad
company undertakes among other things, “that all financial
statements in future annual reports sent to stock holders or pub
lished after three months from the date of this application shall be
audited by independent public accountants qualified under the
laws of some state or country and shall be accompanied by a cer
tificate of such public accountants showing the scope of such audit
and qualifications, if any, made by them in respect thereto.”
This is apparently the first application for listing by a railroad
company which conforms to the new requirements of the stock
exchange. Heretofore the following footnote appeared in listing
agreements of railroad applications, “ In view of the fact that the
--------- company keeps its accounts under the regulations of the
interstate commerce commission and furnishes balance-sheets,
income statements, etc., to that commission as required by it (as
well as to its stock holders) and its accounts are subject at all
times to inspection and examination by that commission such
action is understood to be a full compliance with these agree
ments.”

Without in any way impugning the
value of the interstate commerce com
mission’s supervision, it can be confi
dently affirmed that the value of independent audit has never
been properly recognized by railroads generally until the present
time. Supervision by the interstate commerce commission is
necessarily more or less perfunctory and not analytical. The
commission’s inspection does not run to detail except in rare in
stances, and the consequence has been that railroad shareholders
have not been given one of the most important aids to the valua
tion of their securities. There has never seemed to be any good
reason why railroads should be exempt from the common require
ment of business that there shall be thorough audit. The magni245
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tude of the task of railroad audit is not sufficient excuse for
avoidance. There are other industries in which audit is more
difficult. There are many professional accountants who are well
qualified to conduct investigation of the condition of railroads and
to provide a mass of illuminating information which will enable
investors and prospective investors to form a better judgment of
the worth of securities. The New York stock exchange is to be
highly commended for its insistence upon independent audit of all
companies whose securities are offered for listing. A further evi
dence of the beneficent influence of the stock exchange is found in
the decision of some of the greatest oil companies to submit their
accounts to impartial audit. The whole trend toward greater in
vestigation and better exposition of facts is encouraged by the
wisdom of the stock exchange authorities, aided in no small way
by the powers of the securities exchange act. The transportation
industry of this country is one of the greatest of all, and as its
financial affairs come under the scrutiny of professional account
ants another heavy burden of responsibility is being laid upon
accountancy. The railroad audits will call for a substantial in
crease in the activity of public accountants throughout the coun
try, and we are confident that they will render in this industry, as
they have in countless others, an invaluable service to the public
and to the cause of better business.
Everyone knows that the national se
curities act and the securities exchange
act and many other little acts not quite
so ostentatious are primarily designed to protect the future in
vestor. Congress and the government—or perhaps one should
say the government congress—are properly exercised about the
necessity of full and frank explanations and presentations of fact
relative to all stocks, bonds and other media of investment which
are offered to the public. No one can reasonably protest against
reformation where it is needed, and it seems probable that the net
effect of the recent enactments will be considerably beneficial.
The iniquities which naturally creep into zealous legislation will
be largely overcome in administration or in amendatory acts.
Some of the ambiguities and most of the injustices will be re
moved. There may be some unfortunate consequences of the
wave of reform, but looked at in the large the result will be chiefly
246.
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good, unless—and there is some danger here—the administration
drift into the hands of utterly impractical theorists or political
protégés. While these acts were in the making there was a great
deal of misrepresentation. The outcry against Wall street was
magnified through all the loud speakers of the land. Unfortu
nately most people believe what they hear. This is an incompre
hensible truth, but a truth nevertheless. A man speaking over a
national network of radio can make almost any wild statement
which comes to his mind and a few million people will believe it.
So it was that when Wall street was described as the colossus of
theft and when bankers were catalogued as malefactors, many of
the people who listened were not sufficiently alert to attempt to
distinguish between the false and the true. And while the great
preachment against financiers was being uttered there was an
extraordinary failure to mention another and perhaps a larger
class to which protection should also be extended.

It is not only the future investor who
Why Forget Investors
has
need of shepherding. The people
in Esse?
who have invested have some rights,
unless we misunderstand the constitution of the United States.
(The Journal of Accountancy is one of the old-fashioned be
lievers in the sanctity of the constitution and in its longevity. It
will survive all the obstreperous but ultimately puny attempts to
destroy it.) Men, women, children, institutions and all the great
army of investors who have invested deserve some protection. So
far there has been little evidence that they have been considered at
all. Yet it seems to us bad politics, which is a very sound basis of
appeal in these days, to overlook the rights of the people who have
something to lose. When all is said and done, they must be the
first to help put money into circulation. But when their dollar of
investment is arbitrarily cut forty per cent., and when there is
threat of further debasement of their assets, and when taxes,
which must be levied upon those who have rather than upon those
who have not, are leaping upward, it seems that the time has come
for turning attention, for a few moments at least, to the protec
tion of existing wealth. Of course, it would be unjust to suggest
that legislators and administrators who are so busily engaged in
protecting the man who may have something some day are saying
privately among themselves: “Let us not worry about the man
247
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who has invested; we have his money where we can debase it and
ultimately ruin him. Now let us induce others to invest, so that
in process of time we shall have other resources upon which to
exercise our predatory talents.” That, we repeat, would be quite
unthinkable.

Some one, who must have a sense of
humor, has sent us a pamphlet, pub
lished in California, which describes the great panacea for which
the world has waited since man appeared out of the jungle. It is
so simple that one is amazed at the thought that it has never been
discovered before. Every dreamer of a new republic from Plato
onward has been concerned with the problem of caring for the
elderly, but no one, so far as we can remember, has put forward a
definite plan of such simplicity as that which the pamphlet before
us describes. As we understand the idea, it is merely to pay to
every citizen, male or female, throughout the land, who has at
tained the age of sixty years and has never been convicted of a
felony, a pension of $200 a month until death, upon the sole condi
tion that he take oath to spend for goods or services the entire
amount of the pension within the confines of the United States
during the month in which it is received and shall refrain from all
remunerative or productive occupation. Naturally, the question
may arise as to where this vast sum is to be obtained. The
answer is as simple as the first part of the plan. All we shall need
will be a ten per cent sales tax. It is stated that huge amounts
are disbursed every month in purchases and therefore the ten per
cent tax would yield a sum believed to be sufficient for the pay
ment of the general pension. We confess that we can not quite
follow the argument at this point, but that is evidently due to the
fault of a somewhat incredulous mind. The plan is delightful in
contemplation. One has only to imagine the product of a sales
tax immediately put into circulation by means of purchasing and
thereby becoming subject to another tax and so on, ad infinitum.
Apparently, no consideration is to be given to the effect of a ten
per cent sales tax upon the volume of sales. It seems that buyers
would be quite as willing to pay $11 as to pay $10—at least they
should be, in the interest of humanitarianism. This plan, let
it be known, is apparently put forward in all seriousness; but
there may be a skeptic here and there who will need to be con248
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vinced before the consummation which the authors of the plan
devoutly desire. It serves to show, however, how excursions into
the realm of vain imaginings go on and on. The building of cas
tles in Spain is unending, and it probably does no particular harm
except to give a few people a distorted sense of pragmatic possi
bilities. We are in a time of visions, but some day, as has always
happened in the past, there will be a return out of the mists to the
clear highway which leads somewhere.
The annual meeting of the Dominion
Association of Chartered Accountants
was held at Montreal, September 4th to
7th inclusive, and accountants who were fortunate enough to be
present report that it was of exceptional interest. The American
Institute of Accountants was represented by its president and its
secretary and the Institute of Chartered Accountants in England
and Wales was represented by H. L. H. Hill, a former president of
that institute. The traditional hospitality of Canada was amply
manifest. Indeed, the meetings of the Dominion Association are
becoming increasingly important in the annals of accountants
throughout the entire North American continent. There is the
closest cooperation between the accountants of Canada and the
United States and it is difficult to distinguish between the pur
poses, accomplishments and practices of these two national organ
izations. At every meeting of the American Institute there is a
welcome delegation from Canada, and on the United States side
of the border many accountants look forward each year to the
opportunity to visit the accountants of Canada. All this makes
for the advancement of the profession throughout the continent,
and we congratulate the Canadian accountants upon the uniform
excellence and enthusiasm which characterize their meetings. It
is appropriate to direct attention anew to the dates of the annual
meeting of the American Institute of Accountants, which will be
held in Chicago, October 15th to 18th inclusive. All members of
the Institute have been notified that special rates on the railroads
are available until the end of October when the Century of Prog
ress exposition comes to an end. Full information about hotel
and railroad rates, etc., may be obtained from the secretary of the
American Institute of Accountants. We strongly urge every ac
countant, whether a member of the Institute or not, to attend the
open sessions of the Institute meeting.
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An esteemed correspondent, who takes
an interest in things ancient as well as
modem, sends us a copy of a certificate
of audit which he discovered in St. David’s Church, Radnor,
Pennsylvania. The certificate reads as follows:

An Ancient Audit
Certificate

“October ye 8th, 1736.
“Hugh Hughes, treasurer to ye congregation of St. David’s
Church produced his accepts, when it appeared to us whose names
are under written yt. he ye said Hugh Hughes disposed of all such
sums of money as he recd. being eight pounds fourteen shillings
and eleven pence according to ye order and direction of ye Rev
erend Mr. Hughes then Missionary and congregation.
Thomas Godfrey
(Signed) Griffith Hughes, Cler.
William Davies
Isaac Wayne
his
Evan David
his
Peter (P. E.) Elliott
Edward (E) Williams
mark
mark
his
his
James (J) David
mark
Edward (X) George, Sen.
mark
his
Morris (M) Griffith
John Jones
mark
George James”
There are several points about this audit report which are note
worthy. It will be seen that even in 1736 some auditors felt
that a certificate was merely an expression of opinion, because
here we find that “it appeared to us.” This is probably the pro
totype of “in our opinion.” There is also a bit of unconscious
humor in the last three words of the certificate. According to a
little pamphlet history of old Saint David’s, the Reverend Mr.
Hughes was not very popular and it was quite possible that on
wintry days he was literally his own congregation. The third
point which should not be overlooked is that even in 1736 some of
the auditors could write their own names.
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